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QUARTERLY REPORT 

This report analyzes recent developments in economic activity, inflation and different economic 

indicators in Mexico, as well as the monetary policy implementation in the quarter January ς March 

2018, and, in general, the activities of Banco de México over the referred period, in the context of 

the Mexican and international economic environment, in compliance with Article 51, section II of 

.ŀƴŎƻ ŘŜ aŞȄƛŎƻΩǎ [ŀǿΦ 

 

 

 

 

 

 

  



 

 

 

 

 

 

 

  



 

 

 

 

 

 

 

 

 

 

 

 

 

 

FOREWARNING 

This text is provided for reŀŘŜǊǎΩ ŎƻƴǾŜƴƛŜƴŎŜ ƻƴƭȅΦ The translation from the official Spanish version 

ǿŀǎ ƳŀŘŜ ōȅ .ŀƴŎƻ ŘŜ aŞȄƛŎƻΩǎ ǎǘŀŦŦΦ Discrepancies may arise between the original document in 

Spanish and its English translation. It should be noted that the original Spanish version is the only 

official document.  

Unless otherwise stated, this document has been prepared using data available as of May 28, 2018. 

Figures are preliminary and subject to changes. 

  



 



 

CONTENTS 

1. Introduction...................................................................................................................................... 1 

2. Economic and Financial Environment .............................................................................................. 3 

2.1. External Conditions .................................................................................................................... 3 

2.1.1. World Economic Activity .................................................................................................... 3 

2.1.2. Commodity Prices .............................................................................................................. 6 

2.1.3. Inflation Trends Abroad ................................................................................................... 10 

2.1.4. International Monetary Policy, and Financial Markets .................................................... 11 

2.1.5. Risks to World Economic Outlook ................................................................................... 13 

2.2. Evolution of the Mexican Economy ......................................................................................... 15 

2.2.1. Economic Activity ............................................................................................................ 15 

2.2.2. Labor Market ................................................................................................................... 27 

2.2.3. Financing Conditions of the Economy  ............................................................................ 32 

2.2.3.1. Total Funding of the Mexican Economy .................................................................. 32 

2.2.3.2. Financing of the Economy ........................................................................................ 35 

2.2.3.3. Domestic Financial Assets (F) ................................................................................... 39 

2.2.4. Slackness Conditions of the Economy ............................................................................. 39 

2.2.4.1. Slack Indicators  ....................................................................................................... 40 

2.2.5. Stability of the Financial System ...................................................................................... 42 

2.2.5.1. Aggregate Financing ..................................................................................... 42 

2.2.5.2. Credit Risk .................................................................................................... 42 

2.2.5.2.1. Bank Credit Risk .......................................................................................... 42 

2.2.5.2.2. Non-financial Private Firms in the Mexican Stock Exchange ...................... 44 

2.2.5.3. Market Risk .................................................................................................. 45 

2.2.5.4. Other Risks: Cyber Attacks ........................................................................... 45 

2.2.5.5. Financial Situation of Commercial Banks ..................................................... 51 

3. Recent Evolution of Inflation .......................................................................................................... 53 

3.1. Inflation ................................................................................................................................... 53 

3.1.1. Core Inflation ................................................................................................................... 56 

3.1.2. Non-core Inflation............................................................................................................ 58 

3.2. Producer Price Index ................................................................................................................ 59 

4. Monetary Policy and Inflation Determinants ................................................................................. 60 

5. Forecasts and Balance of Risks ....................................................................................................... 74 

5.1. Forecasts for Economic Activity ............................................................................................... 74 

5.2. Inflation Outlook ...................................................................................................................... 76 

6. !ƴƴŜȄ мΦ .ŀƴŎƻ ŘŜ aŞȄƛŎƻΩǎ tǳōƭƛŎŀǘƛƻƴǎ ƛƴ ǘƘŜ vǳŀǊǘŜǊ WŀƴǳŀǊȅ ς March 2018 .......................... 79 

 



BOXES 

Box 1. The Phillips Curve at the Center of Global Debate ......................................................................................... 7 
Box 2. Recent Evolution of Spending on Gross Fixed Investment in Mexico .......................................................... 18 
Box 3. Impact of International Price Dynamics on the Volume of Agricultural Goods Exports .............................. 24 
Box 4. Alternative Measures of Labor Underutilization .......................................................................................... 29 
Box 5. Interbank Electronic Payment System (SPEI)  .............................................................................................. 47 
Box 6. Information on Attacks on Users of Interbank Electronic Payment System (SPEI) ...................................... 48 
Box 7. Recent Evolution of Financial Markets in Mexico ........................................................................................ 66 
Box 8. Improvements in the Communication Strategy, Transparency and Accountability of Banco de México  ... 71 

 

 

 

 

  

 

 

 



Banco de México 
 

Quarterly Report January - March 2018 1 

 

1. Introduction  

After having closed 2017 at its highest level since May 
2001, during the first months of 2018 annual headline 
inflation fell significantly, consistent with the 
expectation presented by this Central Institute in the 
previous Quarterly Report. Indeed, annual headline 
inflation decreased from 6.77% to 4.46% between 
December 2017 and the first fortnight of May 2018. 
This performance reflects the monetary policy 
actions implemented by Banco de México, which 
have contributed to prevent second-round effects on 
the price formation process of the economy. Thus, 
medium- and long-term inflation expectations 
remained anchored, although above 3%, and the 
Mexican peso adjusted in an orderly manner in light 
of an uncertain environment, which has included 
tighter external financing to the economy over the 
last three years. In this respect, monetary policy has 
operated, among other channels, through its effect 
on interest rate spreads between Mexico and the 
U.S., allowing the orderly adjustment in the exchange 
rate market through the risk-taking channel. At the 
beginning of the year, the exchange rate appreciated 
in response to monetary policy actions, to the 
weakness of the U.S. dollar in that period and to a 
perception of improvement in the NAFTA 
negotiations. However, during recent weeks the 
Mexican peso weakened, which was associated to 
higher external interest rates and the U.S. dollar 
strengthening, as well as the uncertainty caused by 
the NAFTA renegotiations and the presidential 
elections in Mexico.  

The decrease in headline inflation in the reported 
period also reflects the fading of the effects on annual 
inflation resulting from higher energy prices in 
January 2017. Both core inflation and, especially, the 
growth rate of merchandise prices, and non-core 
inflation have shown a clear downward trend this 
year so far.  

In this context, during the period covered by this 
Report, Banco de México focused on maintaining a 
monetary stance that would preserve the anchoring 
of inflation expectations and would reinforce the 
downside trend of annual headline inflation towards 
its target in the forecast horizon. Indeed, in view of 
the deteriorated inflation outlook in late 2017 and 
considering the estimated tighter monetary 
conditions in the U.S. economy, in the February 2018 

policy meeting the Governing Board decided to 
recalibrate the monetary policy stance by raising the 
target for the Overnight Interbank Interest Rate by 25 
basis points to a level of 7.50%. Subsequently, in the 
April and May policy meetings, the Governing Board 
decided to maintain the target rate unchanged, 
considering that the adopted monetary policy stance 
was consistent with the declining trend of annual 
headline inflation towards its target in the forecast 
horizon.  

.ŀƴŎƻ ŘŜ aŞȄƛŎƻΩǎ ƳƻƴŜǘŀǊȅ ǇƻƭƛŎȅ ǎǘŀƴŎŜ ŘǳǊƛƴƎ ǘƘƛǎ 
period was determined in a global environment of 
greater uncertainty. Indeed, although in the first 
quarter of the year the world economic expansion 
remained solid and broad-based, and for the rest of 
2018 and 2019 solid growth of the economic activity 
is still anticipated, risks to the global economy have 
increased in the medium and long terms. Among 
these risks, higher volatility in international financial 
markets stands out, given the possible additional 
inflationary surprises across some advanced 
economies, especially in the U.S., the escalation of 
protectionist measures and the materialization of 
certain geopolitical events. Some of these risks have 
started to be recently reflected in greater volatility in 
financial markets, higher interest rates, the 
appreciation of the U.S. dollar against the main 
currencies, a lower appetite for risk, a moderation in 
capital flows to emerging economies and a 
considerable depreciation in most currencies of these 
economies, which are facing increasingly tighter 
financing conditions.  

Meanwhile, in the first quarter of 2018 domestic 
economic activity maintained a more generalized 
recovery, which stands in contrast with the 
deceleration over the first three quarters of 2017 and 
with the weakness in certain aggregate demand 
components up to the third quarter of that year, 
especially in investment. Going forward, following 
the rebound in the first quarter of 2018, the Mexican 
economy is expected to grow at a rate close to its 
potential, reflecting a gradual growth of private 
investment, greater spending on certain public 
infrastructure projects and the expansion of exports 
as a result of higher dynamism in the U.S. industrial 
production. Thus, slack conditions in the economy 
are expected to remain tight, although no additional 
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tightening that could strongly affect inflation is 
anticipated.  

The higher dynamism of the economy in the first 
quarter of 2018 seems to be transitory. Therefore, in 
the horizon of the monetary policy impact, the 
balance of risks to the economic growth remains 
biased to the downside, given the persistent 
uncertainty in the economy, in particular, the 
possible impact of a change in trade conditions with 
the U.S. and of other domestic factors. 

The decline in annual headline inflation in the first 
months of 2018 is consistent with the forecast for this 
variable presented by Banco de México in the 
previous Quarterly Report. In the future, based on 
available information and considering the current 
monetary stance, the evolution of inflation in the 
horizon in which monetary policy operates is 
estimated to be similar to that published in the last 
Quarterly Report. That is, the forecast for headline 
inflation presented in this Report does not imply 
considerable changes with respect to those published 
in the last Report. However, reflecting the recent 
evolution of the different CPI components and of the 
different inflation determinants, a relatively lower 
trajectory of core inflation is anticipated, which is 
offset by slightly higher levels of non-core inflation, 
as a result of gasoline and LP gas prices that are 
higher than the estimate published in the previous 
forecast. In this sense, annual headline inflation is 
expected to continue subsiding, approach the 3.0% 
target throughout the year and stay close to that 
target in 2019. These forecasts consider an orderly 
exchange rate evolution, the absence of labor 
market-related pressures and that non-core inflation 
will continue declining in the remainder of 2018 at 
the anticipated pace. The balance of risks for inflation 
vis-à-vis the expected trajectory maintains an upward 
bias, in an environment of a high degree of 
uncertainty.  

To guide its monetary policy actions, the Governing 
Board will closely follow the inflation evolution with 
respect to its forecast trajectory, considering the 
adopted monetary policy stance and the horizon at 
which it operates, as well as the available information 
on all inflation determinants and medium- and long-
term inflation expectations, including the balance of 
risks. In particular, the Board will maintain a prudent 
monetary policy stance and will continue to closely 

monitor the potential pass-through of exchange rate 
fluctuations to prices, the monetary policy stance 
relative to that of the U.S. and the evolution of slack 
conditions in the economy. In the face of the factors 
that, by their nature, may involve risks to inflation 
and inflation expectations, if necessary the monetary 
policy will act in a timely and firm manner to achieve 
its convergence to the 3.0% target and to strengthen 
the anchoring of medium- and long-term inflation 
expectations, for these to reach the said target.  

In accordance with the above, it is relevant to stress 
ǘƘŀǘ .ŀƴŎƻ ŘŜ aŞȄƛŎƻΩǎ ǘǊŀƴǎǇŀǊŜƴŎȅ ƛǎ ƪŜȅ ǘƻ 
generate confidence and credibility over this Central 
.ŀƴƪΩǎ ŀŎǘƛƻƴǎ ǘƻ ŎƻƳǇƭȅ ǿƛǘƘ ƛǘǎ Ŏƻƴǎǘƛǘǳǘƛƻƴŀƭ 
mandate to procure price stability. Consistent with 
the above and in order to continue with the 
implementation of better practices of the monetary 
policy communication strategy, in addition to the 
adjustments to the manner of presenting inflation 
forecasts and the incorporation of a comprehensive 
analysis of the cyclical conditions of the economy 
starting from the previous Report, on April 30, 2018 
the Governing Board announced a number of 
modifications to its communication strategy: i) 
Minutes of the Monetary Policy Decisions will include 
the ǾƻǘŜǊǎΩ ƛŘŜƴǘƛǘy, and, in case of dissent over the 
vote, an explanation of the reasons will be included; 
ƛƛύ ǘǊŀƴǎŎǊƛǇǘǎ ƻŦ .ƻŀǊŘ ƻŦ DƻǾŜǊƴƻǊǎΩ ƳŜŜǘƛƴƎǎΣ in 
which monetary policy decisions are made will be 
released ǘƻ ǘƘŜ ǇǳōƭƛŎ ƻƴ .ŀƴŎƻ ŘŜ aŞȄƛŎƻΩǎ ǿŜō 
page three years after the respective meeting (a 
shorter period as compared to other central banks); 
iii) the Press Release of the Announcement of 
Monetary Policy Decisions, as well as the 
corresponding Minutes will be published in Spanish 
and English simultaneously on the corresponding 
dates; and iv) public speeches and presentations of 
the Governing Board members will be published on 
.ŀƴŎƻ ŘŜ aŞȄƛŎƻΩǎ ǿŜō ǇŀƎŜΦ These modifications 
will contribute to greater transparency and 
accountability among the Governing Board, both as a 
collegiate body and on the personal level. Similarly, 
they will provide the public with more information 
regarding the factors considered during monetary 
policy decisions, and will expand the scope of the 
messages contained in different communication 
instruments. 



Banco de México 
 

Quarterly Report January - March 2018 3 

 

2. Economic and Financial Environment 

2.1. External Conditions 

As a reflection of the continuous recovery of 
investment and international trade, the world 
economy maintained a generalized upswing during 
the first quarter of 2018, although it was at a more 
moderate pace than in the fourth quarter of 2017.1 
The more moderate growth rate in the first quarter, 
especially in some of the main advanced economies 
(Chart 1) seems to have largely stemmed from 
transitory factors. In this environment, the reduced 
slack in advanced economies has led to gradual wage 
increments, increases in inflation and inflation 
expectations in some of these economies.  

Chart 1 
Growth in Advanced Economies (G7) 

Real GDP 
Annual percent change, s. a.  
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s. a. / Seasonally adjusted figures. 
Note: G7 is formed by the U.S., Japan, Germany, France, Italy, Canada and the 
U.S. The data on Canada for the first quarter is an estimate. It refers to the 
average annual change weighted by the purchasing power parity.  
Source: Prepared by Banco de México with data from Haver Analytics, J. P. 
Morgan and IMF. 

The outlook for the rest of 2018 and 2019 continues 
pointing to the recovery of the world economic 
activity, supported by a further improvement in the 
labor markets, higher confidence among economic 
agents and the effects of a greater fiscal stimulus in 
the U.S. (Chart 2). Nevertheless, for the medium and 
long terms, uncertainty and risks to growth, both 
cyclical and potential, and to financial stability have 
increased. The risks are: i) the possibility of higher 
volatility in international financial markets, given 
likely inflation shocks in a number of advanced 
                                                           
1  Considering the average annual change weighted by the relative 

weight of each economy in the global GDP adjusted by the purchasing 
power parity.  

economies, especially in the U.S.; ii) a further 
escalation of protectionist trade measures, both in 
trade and investment; and iii) the materialization of 
certain geopolitical events. Throughout the analyzed 
period, especially over the last weeks, this perception 
of greater risks has been reflected in higher volatility 
in international financial markets, and, especially, it 
ŀŦŦŜŎǘŜŘ Ƴƻǎǘ ŜƳŜǊƎƛƴƎ ŜŎƻƴƻƳƛŜǎΩ ŎǳǊǊŜƴŎƛŜǎΣ 
which have faced tighter financing conditions.  

Chart 2 
World Economic Activity 

Growth Forecast of Global Real GDP 
Annual percent change 
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Note: Dotted lines refer to October 2017 forecasts. 
Source: IMF, WEO October 2017 and April 2018. 

2.1.1. World Economic Activity 

The U.S. economy expanded at an annualized rate of 
2.3% in the first quarter of the year, which compares 
to 2.9% in the previous one. The GDP growth largely 
moderated due to the marked slowdown in spending 
on private consumption. Among other factors, it 
reflected the delay in the tax return associated to the 
fiscal reform. In contrast, non-residential fixed 
investment grew at a solid pace, supported by the 
rebound in investment in structures, which offset the 
deceleration of equipment investment. Meanwhile, 
the accumulation of inventories and net exports 
positively influenced the GDP growth (Chart 3). The 
economic activity indicators and high consumer and 
ōǳǎƛƴŜǎǎŜǎΩ ŎƻƴŦƛŘŜƴŎŜ Ǉƻƛƴǘ to a rebound in 
production in the second quarter.  
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Chart 3 
Economic Activity in the U.S. 
Real GDP and Components 

Annualized percent change and contribution  
in percentage points, s. a. 
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s. a. / Seasonally adjusted figures.  
Source: BEA. 

Following a strong growth at an annualized rate of 
7.7% in the U.S. industrial activity in the fourth 
quarter of 2017, principally thanks to the 
reconstruction efforts in the aftermath of the 
hurricanes Harvey and Irma, the industrial production 
grew 2.3% in the first quarter of the year, as a result, 
among other factors, of the drop in demand for 
electricity given an unusually warm weather (Chart 
4). However, by the end of the first quarter and in 
April, the dynamism of industrial production further 
increased, in particular in mining, due to the rebound 
in oil and gas extraction activities derived from a hike 
in their prices, from the electricity and gas supply as 
a result of the normalization of temperature, and 
from the manufacturing production, in particular of 
capital goods.  

                                                           
2  The trend of the labor participation rate largely responds to structural 

factors, such as demographic changes, public health aspects and 
education, among others.  

Chart 4 
Industrial Activity in the U.S.  

Industrial Production and Components 
Annualized percent change and contribution  

in percentage points, s. a.  
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s. a. / Seasonally adjusted figures.  
Source: Federal Reserve. 

The dynamism of the U.S. economy continued to be 
reflected in the declining slack in its labor market. 
Indeed, non-farm payroll expanded, on average, by 
200 thousand jobs a month over the first four months 
of the year, which was higher than 177 thousand jobs 
created in the same period of 2017 and above the 
required increment to absorb the increase in the 
labor force (Chart 5a). Thus, the unemployment rate 
grew by 3.9%, its lowest level since 2000. 
Furthermore, other indicators, such as the difficulty 
to fill vacancies and fluctuations in hiring and 
resignation rates reached the pre-crisis levels. 
However, the labor participation rate has remained 
relatively stable over the last months, despite the 
demographic trends in the U.S., which implied that a 
higher number of workers could join the labor 
market, although this margin seems to be declining.2 
In this environment, the wage growth rate increased 
in the reported period (Chart 5b). Nevertheless, there 
is still uncertainty over how much these lower slack 
conditions in the labor market could be reflected in 
significant wage pressures and, therefore, in higher 
inflation. This derives from the fact that recently, and 
especially starting from the recovery after the global 
financial crisis, these indicators have been at 
particularly low levels, which possibly implied a 
flattening of the Phillips curve in view of the greater 
trade openness and the technological change. If the 
said openness of the economy happens to reverse, it 



Banco de México 

Quarterly Report January - March 2018 5 

 

could lead to new inflation pressures, as it could 
make this curve steeper (see Box 1).  

Chart 5 
Labor Market in the U.S. 

a) Non-farm Payroll 
In thousands of jobs, s. a.  
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b) Wage Indicators 
Annual percent change, s. a. 
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s. a. / Seasonally adjusted figures. 
Source: Federal Reserve Bank of Atlanta and BLS. 

For the remainder of 2018 and 2019, the consensus 
of analysts still anticipate a solid expansion of the U.S. 
economy, in part supported by the fiscal impulse and 
households ŀƴŘ ōǳǎƛƴŜǎǎŜǎΩ ŎƻƴŦƛŘŜƴŎŜ ǘƘŀǘ ǊŜƳŀƛƴ 
high. However, the growth outlook for this economy 
in the medium term could be affected insofar as 
certain recently approved tax provisions expire and 
greater fiscal restraint is observed.3 As mentioned 
above, risks associated with the implementation of 
protectionist measures persist as well, which could 
reduce the potential growth by affecting productivity 
and increasing input costs, in addition to the effects 
that these measures could have on consumption and 
investment.  

                                                           
3  In this regard, there are different viewpoints on the possible impact of 

a higher fiscal deficit and public debt on the potential growth in the 

In the Eurozone, the growth rate of the economic 
activity moderated during the first quarter of 2018, 
as it expanded at an annualized rate of 1.6% after 
growing 2.7% in the last quarter of 2017 (Chart 6). 
This partly derived from strong snowfalls that struck 
northern Europe, strikes and weakness in some 
demand indicators. Meanwhile, the industrial 
production declined at an annualized rate of 2.4% in 
the first quarter of 2018. In this environment, the 
unemployment rate dropped to its lowest level since 
December 2008, marked 8.5% in March, while the 
labor shortage increased and the growth rate of 
wages accelerated. The economic activity in the 
region is expected to recover in the second quarter, 
supported by high households ŀƴŘ ōǳǎƛƴŜǎǎŜǎΩ 
confidence, as well as by credit conditions that 
remain accommodative.  

Chart 6 
Economic Activity in the Eurozone 

Real GDP 
Annualized percent change, s. a.  
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s. a. / Seasonally adjusted figures.  
Source: Eurostat. 

The GDP of Japan contracted at an annualized rate of 
0.6% during the first quarter of the year, reflecting 
the drop in fixed and residential investment and the 
stagnation of private consumption, as it was affected 
by winter storms at the beginning of the year (Chart 
7). Nevertheless, the unemployment rate continued 
to decline and wages increased moderately. Thus, for 
the second quarter of the year, the economic activity 
is anticipated to recover driven by higher labor 
incomes and corporate revenues, as well as a 
rebound in net exports.  

 

future, given the U.S. position as an issuer of a currency that is the 
reserve asset.  



Banco de México 
 

6 Quarterly Report January - March 2018 

 

Chart 7 
Economic Activity in Japan  
Real GDP and Components 

Annualized percent change and contribution 
 in percentage points, s. a.  
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s. a. / Seasonally adjusted figures. 
Source: The Cabinet Office. 

Emerging economies continued to recover during the 
first quarter of the year, and the prospective 
indicators suggest that this trend will persist during 
the rest of 2018 (Chart 8). However, although 
commodity-exporting economies could still benefit 
from higher prices of these products, the countries 
with high indebtedness levels and those in need of 
external funding could be affected by stricter and 
more volatile international financial conditions. In 
addition, the growth rate in the Asian region is 
expected to moderate over the next years, as a result 
of the policies encouraged by China to procure a 
more moderate and sustained growth. Likewise, the 
high indebtedness level and the persistent 
uncertainty over the future economic relations with 
ǘƘŜ ¦Φ{Φ ŎƻǳƭŘ ŀŦŦŜŎǘ /ƘƛƴŀΩǎ ƎǊƻǿǘƘ ƻǳǘƭƻƻƪΦ {ǘƛƭƭΣ ƛƴ 
the analyzed period, the indicators of domestic and 
external demand in China still reflected strong 
dynamism.  

Chart 8 
Economic Activity in Emerging Economies 

GDP Growth Forecast in Selected Economies 
Annual percent change 
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Source: IMF, WEO October 2017 and January 2018. 

2.1.2. Commodity Prices 

The environment of sustained growth of the world 
economy continued to be perceived in a higher 
demand for commodities, which, along with supply 
factors, such as the introduction of economic 
sanctions against different producer countries, 
generated price hikes. In this respect, the lower oil 
production in Venezuela, the risk of restrictions onto 
crude oil exports from Iran and the escalation of the 
military conflict in the region, in view of the recent 
U.S. withdrawal from the nuclear agreement and the 
relocation of the Israel embassy to Jerusalem pushed 
crude oil prices up (Chart 9a). Industrial metal prices, 
in particular aluminum and nickel, went up, in part, 
due to the concern over the impact that the U.S. 
sanctions on Russia could have on their global supply 
(Chart 9b). Finally, grain prices (corn and wheat) 
exhibited progress in light of the unusually warm 
weather conditions that prevailed in the U.S. (Chart 
9c). 
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 Box 1. The Phillips Curve at the Center of Global Debate  

1. Introduction 

The cycl ical recovery after the global financial crisis (GFC) has 

been characterized by a clear trend towards lower slackness 
conditions in the main advanced economies, in particular in 

labor markets. However, over a large part of this process, the 
lower s lack has not been reflected in considerable wage 

pressures, and, therefore, in higher inflation.  

Thus, failure of wages and inflation to respond to lower slack 
conditions suggests a possibility that the Phi llips Curve has 

flattened.1According to this l ine of thought, this can be mainly 
attributed to the structural factors, such as the emergence of 

global value chains in the world integration process and the 
technological change. In particular, i t is  argued that the 

international market gives access to cheaper intermediate 
goods, which lowers the margin for producers and workers to 

ra ise their prices and wages at the local market (Auer, Borio 
and Fi lardo, 2017). Thus, an economy can import certain 

intermediate goods produced by another ŎƻǳƴǘǊȅΩǎ ƭŀōƻǊ 
before facing wage pressures, even i f i ts own market is in tight 

conditions. Similarly, better technology and automating 
processes that used to be labor-intensive have generated 

s ignificant savings in production costs, along with an additional 
άŎƻƳǇŜǘƛǘƛƻƴέ ŦŀŎǘƻǊ that decreases the bargaining power of 

workers. Consistent wi th the above, globalization and the 
technological progress directly affect inflation, via lower costs 

of inputs and goods, and indirectly, via the flattening of the 
Phi l l ips Curve.  

In contrast, another l ine of argument indicates that low 
inflation that has been observed after the GFC is accounted for 
by cycl ical or transitory factors. In particular, one of these 

factors is high s lack during the first part of this period. It is 
argued that, despite a s light uncertainty as to which factors 

have pushed inflation downwards, they are possibly transitory, 
and some of them are related to the drop in commodity prices 

(FED, 2018). In l ine with this stance, inflation will go up once 
s lackness decreases in the economy and the effect of other 

transitory factors fade. Finally, as an argument against the 
global factors, it is stated that prices of tradable goods behaved 
s imilarly before and after the cris is  (IMF, WEO Apri l 2018).  

To sum up, on the one hand, i t is  argued that the main 

determinants that explain low inflation are global and 
structural. In contrast, another point of view is that they are 

essentially transitory factors, reason why inflation will increase 
once their effect fades. This discussion is highly relevant for the 

U.S. case, due to the possible risks of the recently approved 
fiscal impulse onto inflation, in a context of lower slack 

                                              
1  The Phillips Curve is an equation that relates the unemployment rate, or another 

measure of economic activity, with a measure of wage or prices inflation. 
Traditionally, it has been believed that there is an inverse relation between the 
unemployment rate and inflation. 

conditions and the possibility of the implementation of 
protectionist measures on trade and investment, that may 

reverse the globalization process and the di ffusion of 
technological innovations, that is, that the negative impact of 

globalization on the Phi l lips Curve s lope and possibly on 
inflation reverses. Below, a model is  presented seeking to 

i l lustrate the risks to inflation in the case of the U.S. It should 
be noted that the used model only considers one of the 

channels by which global factors impact inflation: the one 
related to intermediate goods and inputs used in global 

production chains. Other elements that can also affect 
inflation, such as the imposition of duties, are not explicitly 

considered in the model .  

2. Estimates 

This box uses a dynamic model composed by a system of two 
Phi l lips curves, one for inflation of goods and services, and the 

other one for inflation of wages, and an equation to determine 
the GDP gap. The goal is to research for the case of the U.S. the 

relative importance of a number of structural factors, including 
global and transitory factors on the inflation dynamics. In 

particular, three estimated equations are summarized as 
fol lows: 

“ὸ   =  ὧ“ + В ‎“,Ὥ “ὸὭ
4
Ὥ= 1 + В —“,Ὥ“ὸὭ

ύ4
Ὥ= 0 +

В ‖“, ὭώὸὭ
4
Ὥ= 0 + В ‗“, ὭὃὸὭ

4
Ὥ= 0 + ‐“,ὸ,                                                  

“ὸ
ύ =  ὧύ + В ‎ύ,Ὥ “ὸὭ

ύ4
Ὥ= 1 + В —ύ,Ὥ“ὸὭ

4
Ὥ= 0 +

В ‖
ύ, Ὥ
ώὸὭ

4
Ὥ= 0 + ‗ύὃὸ 1 + ύ‫ὸ‏  1  +

В ‍ύ,Ὥ‫ὸὭώὸὭ
4
Ὥ= 0 + ‐ύ,ὸ,              

ῳώὸ   = ὧώ+ В•ὭῳὨὩὪὸὭὭ „ῳὭὸ 1 “ὸ 1 +
В–ὭῳώὸὭ

ύ
Ὥ + ‐ώ,ὸ                                       

Where:  

“ὸ = Annual change of personal consumption expenditure deflator, 

“ὸ
ύ = Annual change of the hourly remuneration in the non-agricultura l 

sector,   
ώ
ὸ
 = Estimate of the GDP gap,  

‫ὸ = Share of imported intermediate goods with respect to GDP (proxy of 
trade openness),  
ῳὃὸ = Change in the ratio of the average monthly labor income of 
employments listed as at high risk of being replaced by automatized 
processes, with respect to low-risk employments (proxy of the 

automatization inverse), 2  
ὨὩὪὸ=  Fiscal balance with respect to GDP (negative corresponds to 
deficit), 
Ὥὸ = Federal funds interest rate 

ῳώὸὭ
ύ  = Estimate of the world GDP gap (excluding the U.S.), and  

‐ὸ = Error terms. 

2 This variable was estimated with data from the population survey of the U.S. 
Census Bureau and from Frey and Osborne (2017) occupations classification.  
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Equations (1a) and (1b) are Phi llips curves of prices and 
salaries, while equation (2) refers to the determination of the 
GDP gap.  Note that the inclusion of variable ὃὸ and its lags in 
the fi rst two equations allows to estimate the impact of the 
technological change, represented by the possible effect of the 
automatization on salaries and prices. In turn, variable ‫ὸ and 
i ts  lags in equation (1b) allow to estimate the impact of the 
foreign cheaper inputs on the inflation of prices and salaries. In 
addition, via the product of ‫ὸ and ώὸ and their lags, it is  
possible to estimate the degree in which these global variables 
have caused the flattening of the Phi l lips Curve. Finally, 
equation (2) models the output gap as dependent on the fiscal 
deficit, which will allow to estimate the response of inflation to 
the fiscal impulse. This equation also includes the world output 
gap, constructed using the information from the data base of 
ǘƘŜ h9/5 ǇǳōƭƛŎŀǘƛƻƴ ά9ŎƻƴƻƳƛŎ hǳǘƭƻƻƪέΣ ǘƻ ŎŀǇǘǳǊŜ ǘƘŜ 
effect of global conditions on the cyclical position of the U.S.  

Parameters in equations (1a) and (1b) were estimated together 
us ing maximum l ikelihood methods, whi le parameters in 
equation (2) were estimated using ordinary least squares. The 
fact that the fi rst two equations are estimated as a system 
al lows to establish the effect, for example, of automatization 
on inflation not only directly but also via i ts impact on wage 
inflation. That is, the joint estimation of equations (1a) and (1b) 
a l lows the model to show the existing interactions among 
some of the considered variables.  

Similarly, the general-to-specific procedure was used in the 
estimation, which implied starting in each case wi th a high 
number of lags, which were el iminated when no longer 
s tatistically significant. Thus, the use of a dynamic model allows 
to consider the possibility that, for example, a technological 
improvement may lower inflation not only at the moment 
when it emerges, but a lso via a lagged impact over time.  

3. Results 

The estimates were realized at a quarterly frequency (1998-
2017). The resul ts  can be summarized as fol lows:  

 

“ὸ   =
0.31
1.78

+
0.78“ὸ1

8.5
+

0.059“ὸ2
ύ

1.32
 

0.28ώὸ 1

2.08
 

+
0.32ώὸ
(2.36)

+
0.34ῳὃὸ 2

(0.90 )

0.32ῳὃὸ 4

0.89
+ ‐“,ὸ,          

 

“ὸ
ύ =

3.03
(3.72)

+
0.26“ὸ 1

ύ

(2.46)
+

0.21“ὸ2
ύ

(2.41)
+

0.67“ὸ 4

(4.24 )
+

0.57ώὸ 1

(3.54)
+

0.15ῳὃὸ 2

(0.94)
0.58‫ὸ4

3.08
0.10‫ὸ 2ώὸ 2

2.76  
   + ‐ύ,ὸ,     

 

ῳώὸ   =
0.06

(1.23)

0.06ῳὨὩὪὸ 4

2.38 

0.04 Ὥὸ 1 “ὸ 1

1.83
+

0.37ῳώὸ 1
ύ

7.64
+ ‐ώ,ὸ.     

Note in equation (1b) that the coefficient associated to 
‫ὸ 2ώὸ 2 is  negative, which suggests that the global impact 
captured by variable has indeed flattened the wage Phillips ‫ 
curve, so this impact has lowered the effect of the output gap 
on wage inflation, and, indirectly, on price inflation. Similarly, 
automatization seems to negatively affect price inflation 
directly and indirectly, via its impact on wage inflation. On the 
other hand, results also suggest that transitory factors, such as 
the output gap, affect both price inflation and wage inflation. 
That is, the results are congruent with some of the elements of 
the stances mentioned in the introduction.  

Considering these results, Charts 1 and 2 present exercises that 
i l lustrate the total  impact on inflation generated by the 
variables of global factors and automatization. In particular, 
Chart 1 shows two inflation trajectories, the one obtained using 
the observed values of and the one obtained (global effects) ‫ 
assuming that this variable does not change after 1999, that is 
i f the inflow of imported inputs in the U.S. had not been 
greater. Chart 2 repeats the exercise for the case of variable ὃ 
(the technological change). The results suggest that both global 
factors and automatization contributed to lowering inflation in 
the U.S. during the analyzed period.  

Chart 1 
Inflation Forecast within the Sample 

Base scenario and scenario with constant global f actors, annual change 

-2

-1

0

1

2

3

4

5

1
9
9

9

2
0
0

0

2
0
0

1

2
0
0

1

2
0

0
2

2
0
0

3

2
0
0

4

2
0
0

5

2
0
0

6

2
0
0

7

2
0

0
8

2
0
0

9

2
0
1

0

2
0
1

1

2
0
1

2

2
0
1

2

2
0

1
3

2
0
1

4

2
0
1

5

2
0
1

6

2
0
1

7

Observed
Pro jection
Projection with global factors QIV

 
Source: Prepared by Banco de México with data from the Federal Reserve Bank of St. Louis, 

the U.S. Census Bureau, Frey and Osborne (2017), OECD and IMF. 

 
 

 

 

 

 
 

 

 

 
 

 

 

 

(1a) 

(1b) 

(2) 



Banco de México 

Quarterly Report January - March 2018 9 

 

 
 
 

 

Banco de México 

 

 

Chart 2 

Inflation Forecast within the Sample 
Base scenario and scenario excluding automatization, annual change 
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Source: Prepared by Banco de México with data from the Federal Reserve Bank of St. Louis, 
the U.S. Census Bureau, Frey and Osborne (2017), OECD and IMF. 

4 .  Out-of-sample Projections and Risks to Global Financial 

Stability 

The obtained econometric results are used to estimate the 

impact on inflation in the U.S. caused by the fiscal impulse or 
the possibility that the effect of global factors is smaller (that 

is , that the Phillips Curve steepens again), due to the surge in 
protectionist measures. As mentioned above, the used model 

only considers one of the channels through which global 
factors affect inflation. Other elements that can also affect it 

are not considered explicitly. Chart 3 shows the inflation 
forecast that would be obtained including and excluding the 
impact of the fiscal impulse. Chart 4 repeats the exercise for 

the case of global factors. The results suggest that both the 
greater fiscal impulse and a scenario in which a protectionist 

pol icy is  adopted could ra ise inflation in the U.S.  

Thus, the expansionary fiscal policy and greater protectionism 

are risk factors that could lead to inflation surprises in the U.S., 
and, therefore, to higher unanticipated interest rates, 

prompting higher volatility in international financial markets.  

Chart 3 
Out-of-sample Inflation Projection  

Base scenario and scenario excluding the f iscal impulse, annual change 
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Note: Charts should not be interpreted as inflation forecasts in the U.S., but rather as 

illustrative exercises to evaluate the possible impact of the fiscal expansion and greater 
protectionism on inflation in the U.S. That is regardless of the fact that its level also depends 
on other factors.  

Source: Prepared by Banco de México with data from the Federal Reserve Bank of St. Louis, 
the U.S. Census Bureau, BEA, US Congressional Budget Office CBO, Frey and Osborne (2017),  
OECD and IMF. 

Chart 4 

Out-of-sample Inflation Projection  
Base scenario and scenario with higher protectionism, annual change 
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Note: Charts should not be interpreted as inflation forecasts in the U.S., but rather as 
illustrative exercises to evaluate the possible impact of the fiscal expansion and greater 
protectionism on inflation in the U.S. That is regardless of the fact that its level also depends 
on other factors.  

Source: Prepared by Banco de México with data from the Federal Reserve Bank of St. Louis, 
the U.S. Census Bureau, BEA, US Congressional Budget Office CBO, Frey and Osborne (2017),  
OECD and IMF. 
 

5. Final Remarks 

The results of this exercise show that, indeed, globalization and 

automatization have negatively affected the inflation 
dynamics. The results also allow to derive the projections of the 

inflation dynamics that are consistent wi th the estimated 
model. These projections suggest that the fiscal impulse 

approved in the U.S. and the potential implementation of the 
protectionist measures could exercise upward pressure on the 

inflation dynamics, generating a series of risks to global 
financia l  s tabi l i ty.    
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Chart 9 
International Commodity Prices 
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Source: Bloomberg. 

2.1.3. Inflation Trends Abroad 

A number of advanced economies exhibited a 
recovery in wages prompted by a lower slack in their 
respective labor markets, which, along with higher 
energy prices starting from the second half of 2017, 
contributed to a gradual increase in inflation and 
inflation expectations (Chart 10).  

Chart 10 
Slack Conditions in the Labor Market in Advanced Economies 
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Source: Prepared by Banco de México with data from CBO, OECD, Economic 
Outlook, November 2017 and National Statistical Offices. 

In particular, in the U.S., inflation continued to 
increase during the analyzed period, which reflected 
a lower slack in the economy, the rebound in energy 
prices that had been observed since mid-2017, and, 
recently, the fading of the impact generated by a 
drop in telecom prices at the beginning of last year. 
Thus, the personal consumption deflator attained the 
Federal Reserve 2% target in March, after having lied 
at 1.7% in December, while the core component 
increased from 1.5% to 1.9% in the said period (Chart 
11).  

Chart 11 
Inflation in the U.S.  

Personal Consumption Deflator 
Annual percent change, s. a. 
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s. a. / Seasonally adjusted figures. 
Source: BEA. 

In addition, other indicators, such as the producer 
price indices and import indices kept reflecting higher 
upward pressures, which could eventually pass 
through to consumer inflation. In addition, inflation 
expectations derived from financial instruments have 
approached the Federal Reserve 2% target, although 
they imply a higher risk that inflation could exceed 
this target over the following months (Chart 12).  
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Chart 12 
Inflation Expectations in the U.S.  

Distribution of 2-year Inflation Expectations Implicit 
 in Financial Instruments 
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Note: Expectations obtained from swap contracts in which one counterparty 
agrees to pay a fixed rate in exchange for receiving a referenced payment at 
an inflation rate over a specified period. 
Source: Prepared by Banco de México with data from Bloomberg. 

Both in Japan and in the Eurozone inflation has 
ǊŜƳŀƛƴŜŘ ōŜƭƻǿ ǘƘŜ ǊŜǎǇŜŎǘƛǾŜ ŎŜƴǘǊŀƭ ōŀƴƪǎΩ 
targets. In addition, inflation has been interrupted in 
both cases by its gradual upward trend caused by 
some idiosyncratic factors (Chart 13). In the 
Eurozone, headline inflation went down from 1.4% in 
December to 1.2% in April, despite higher prices of 
food and energy products, while the core indicator 
shifted from 0.9% to 0.7%, as a result of the effect of 
the month change of the Holy Week between 2017 
and 2018 onto some items in the price index. In 
Japan, consumer inflation subsided from 0.9% to 
0.7% in annual terms in the referred period due to the 
lagged effect of the drop in energy prices. The 
measurement excluding fresh foods and energy 
products went up from 0.3% to 0.4% between 
December and April, a rebound which is in part 
attributed to the fading out of the effect of significant 
discounts on cell phones at the beginning of last year.  

Chart 13 
Inflation in the Eurozone and Japan 
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1/ Excludes the effect of the higher consumption tax.   
Source: Eurostat and Japan Statistics Bureau. 

A number of emerging economies, including those 
whose cyclical position was more affected by drops in 
commodity prices several years ago, tended to 
maintain a relatively low inflation, in many cases 
below the targets of the respective central banks 
(Chart 14). However, in the economies such as 
Argentina, Turkey, Ukraine, among others, it 
remained above its target, largely due to idiosyncratic 
factors.  

Chart 14 
Inflation in Emerging Economies  
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Source: Haver Analytics. 

2.1.4. International Monetary Policy, and Financial 
Markets 

In the period covered in this Report, some of the 
central banks of developed economies continued to 
shift at different rates towards a more neutral 
ƳƻƴŜǘŀǊȅ ǇƻƭƛŎȅ ǎǘŀƴŎŜΣ ƛƴ ƭƛƴŜ ǿƛǘƘ ŜŀŎƘ ŎƻǳƴǘǊȅΩǎ 
position relative to its economic cycle and inflation 
pressures each of them face. Although this process is 
expected to continue at a gradual pace, there is 
greater uncertainty over the inflation evolution in 
some of these economies, especially in the U.S. Thus, 
a sudden inflation hike in the U.S. could lead to 
higher-than-expected interest rates and could 
prompt higher volatility in international financial 
markets.  

As anticipated, in its May meeting the Federal 
Reserve maintained its federal funds rate within the 
range of 1.5% and 1.75%, after increasing it by 25 
basis points in March. In its last projections, this 
Institute adjusted its growth forecast for 2018 and 
2019 upwards, in light of the expected impact of the 
fiscal impulse, while it lowered its expectations for 
the unemployment rate, suggesting that it would lie 
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below its estimate for the long term. Although the 
Federal Reserve confirmed its projection of gradual 
increments for this target range, it observed a shift 
towards higher rates in its forecasts for subsequent 
years. In its last press release, the Federal Open 
Market Committee noted that inflation approached 
its 2% symmetrical goal, and expected inflation to 
fluctuate around this level in the medium term. In 
addition, it its last Minute it was stressed that most 
Federal Open Market Committee members 
considered it necessary to increase its reference rate 
again in the near future. 

In its last two meetings, the European Central Bank 
(ECB) left unchanged its monetary policy stance and 
reiterated that the benchmark interest rates will 
remain unchanged after the asset purchase program 
has been concluded. The ECB noted that this program 
will persist at least until September and that the 
moderation of the economic activity in the first 
quarter of the year could mainly derive from 
transitory factors. In addition, it indicated that, 
although risks are balanced, the external ones have 
increased, in particular those relative to the 
implementation of protectionist policies.  

In its last meetings, the Bank of Japan maintained 
unchanged its short-term deposit rate, the target for 
long-term government bonds and the amount of its 
asset purchase program. In its quarterly report on the 
economic outlook, the Bank of Japan marginally 
increased its growth forecasts and inflation, and 
eliminated the sentence stating that inflation would 
reach its target in 2019.  

Meanwhile, since its meeting of November, the Bank 
of England has maintained its reference interest rate 
unchanged. Although in its meeting of May the Bank 
of England reiterated the need to continue with the 
gradual adjustment of its monetary policy, it stressed 
that the effects of the Pound Sterling depreciation on 
prices have faded faster than expected, despite a 
greater uncertainty over the growth outlook in the 
short term.  

Among emerging economies, the outlook for 
monetary policy actions remained heterogeneous. 
On the one hand, there was a certain easing in such 
countries as Brazil, Colombia, Peru, Russia and South 
Africa, where inflation continued to subside or 
remained low. Meanwhile, reference rates increased 

in Argentina, Indonesia, the Czech Republic, Romania 
and Turkey, in some cases as a response to their 
position in the economic cycle and in others due to 
greater instability and inflation pressures.  

International financial markets displayed volatility in 
the period covered by this Report (Chart 15). In 
particular, stock markets in advanced economies 
presented bouts of strong falls at the end of January 
and March, although recently there has been a 
certain recovery, backed by solid corporate reports 
(Chart 16a). In the U.S., greater uncertainty over the 
inflation trajectory and the increase in the issuance of 
Treasury instruments as a consequence of the fiscal 
stimulus prompted higher interest rates throughout 
the yield curve during the reported period, especially 
in short- and medium-term instruments (Chart 16b). 
In the same vein, interbank and corporate bond 
interest rate spreads expanded. Meanwhile, after the 
depreciation of the U.S. dollar at the beginning of the 
year, during the last weeks it appreciated, supported 
by greater interest rate spreads, and, as mentioned 
above, by the expectation of a greater divergence in 
the monetary policy adjustment rates between the 
U.S. and other advanced economies.   

Chart 15 
Volatility in International Financial Markets 
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1/ The VIX index is a weighted indicator that measures implied volatility in the 
ƻǇǘƛƻƴǎΩ ƳŀǊƪŜǘ ŦƻǊ {ϧt рллΦ 
Source: Bloomberg. 
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Chart 16 
Financial Markets in Advanced Economies 
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Source: Bloomberg and Federal Reserve Bank of St. Louis (FRED). 

After the ŘŜƳŀƴŘ ŦƻǊ ŜƳŜǊƎƛƴƎ ŜŎƻƴƻƳƛŜǎΩ ŦƛƴŀƴŎƛŀƭ 
assets remained solid during the first quarter of the 
year, capital flows to these economies have 
moderated strongly over the last weeks, reflecting a 
lower appetite for risk (Chart 17a). This also led to a 
significant depreciation of most emerging 
ŜŎƻƴƻƳƛŜǎΩ ŎǳǊǊŜƴŎƛŜǎ ŀƴŘ ǘƻ ƛƴǘŜǊŜǎǘ ǊŀǘŜ ƘƛƪŜǎΣ 
which in some cases were accompanied by 
interventions in the exchange markets (Chart 17b). 
Thus, spreads between interest rates of advanced 
economies broadened and there was a fall in stock 
markets, in particular in economies with more 
pronounced macroeconomic imbalances (Chart 17c).  

Chart 17 
Financial Markets in Emerging Economies 
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b) Exchange Rate 
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c) Stock Markets 
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1/ The sample covers the funds used for the sale and purchase of emerging 
coǳƴǘǊƛŜǎΩ ǎƘŀǊŜǎ ŀƴŘ ōƻƴŘǎΣ ǊŜƎƛǎǘŜǊŜŘ ƛƴ ŀŘǾŀƴŎŜŘ ŜŎƻƴƻƳƛŜǎΦ ¢ƘŜ Ŧƭƻǿǎ 
exclude the portfolio performance and exchange rate adjustments.  
Source: Emerging Portfolio Fund Research; Bloomberg. 

2.1.5. Risks to World Economic Outlook 

In conclusion, risks to the world economic outlook in 
the short term appear balanced. Indeed, the 
expectation that growth will continue is congruent 
with the fiscal impulse in the U.S. and the recent 
evolution of productive activity and global trade, 
which is reflected in the performance of consumers 
ŀƴŘ ōǳǎƛƴŜǎǎŜǎΩ ŎƻƴŦƛŘŜƴŎŜ ƛƴŘƛŎŜǎΣ ŀƴŘ ƻǘƘŜǊ 
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prospective indicators of the global economy. 
Nonetheless, weakness of economic indicators of 
some of the main European economies and other risk 
factors have raised the uncertainty over the duration 
of the current expansion cycle. In addition, for the 
medium and long terms, risks to the world expansion 
have increased. Some of them are:  

i. A change to the regional and global integration 
model, if the amount of initiatives in favor of trade 
liberalization continues to decrease and the 
imposition of tariff and non-tariff measures 
increases, which could imply serious 
repercussions to the global economy, negatively 
affecting growth, inflation and financial markets.4 
In this context, there is still uncertainty related to 
the NAFTA renegotiations and the future relation 
between the U.K. and the European Union. On the 
other hand, despite the recent easing of trade 
conflicts between the U.S. and China, new 
scenarios of tensions cannot be ruled out insofar 
as the negotiation process between the two 
countries is not concluded.5 

ii. A greater-than-anticipated economic deceleration 
in China could affect global demand. Among other 
reasons, this may be due to possible disruptions 
caused by a sudden and abrupt adjustment in the 
financial system of China, or as a consequence of 
the implementation of protectionist trade 
measures in the U.S. against the said country. 

iii. The materialization of geopolitical events in 
different regions. This could influence economic 
ŀƎŜƴǘǎΩ confidence levels, and thus affect financial 
markets, consumption and investment. In 
particular, a greater risk of an escalating conflict in 
the Middle East should be mentioned, as it would 

                                                           
4  In particular, higher production costs of businesses and ƘƻǳǎŜƘƻƭŘǎΩ 

lower purchasing power would have consequences on consumption, 
investment and employment. In addition, higher uncertainty 
generated by this environment would delay consumption and 
investment decisions, and higher volatility would be observed in 
financial markets. Similarly, the potential growth would be lower due 
to a smaller increase in productivity.  

5 In March, the U.S. government announced 25% and 10% duty on 
imports of steel and aluminum articles, respectively, from a number of 
countries, including China. In response, China announced an increase 
in duties on imports from the U.S., which amounted to USD 3 billion. 

remain a source of uncertainty, mainly relative to 
crude oil prices.  

In addition, there are risks that can generate an 
environment of greater volatility in international 
financial markets, further limiting the sources of 
financing to emerging economies. Some of them are: 

i. A further increase in the uncertainty over the 
inflation evolution in some advanced economies, 
possibly leading to higher interest rates than 
those that are currently expected.   

ii. A deterioration in the balance sheets of some 
financial intermediaries caused by a global 
environment of higher interest rates.  

iii. High indebtedness levels of the private sector and 
macroeconomic imbalances in some emerging 
economies.  

Finally, it should be noted that one of the main risks 
to the world economy is that the current period of 
generalized growth would promote the complacency 
of the authorities in charge of economic policies. In 
particular, that they would fail to adjust the monetary 
policy stances in view of the current risks to growth 
and stability in international financial markets.  

 

Subsequently, the U.S. stated its intention to impose higher duties on 
Chinese imports by an amount of USD 150 billion, which, in turn, 
resulted in an announcement that China would impose equivalent 
retaliatory measures. Commercial tension between China and the U.S. 
subsided at the end of May, in light of a tentative agreement so that 
China increases its imports of agricultural and energy products from 
the U.S. Given the possible agreement between the two countries to 
generate more favorable conditions for trade in manufactures and 
services, to strengthen the cooperation in the field of intellectual 
property, the U.S. government specified that for the moment it would 
not impose tariff measures on China.  
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2.2. Evolution of the Mexican Economy 

2.2.1. Economic Activity  

In the first quarter of 2018, economic activity in 
Mexico continued to gain strength, and even 
registered a growth rate higher than in the previous 
one. This rebound was especially fuelled by the 
ŘȅƴŀƳƛǎƳ ƻŦ ǘƘŜ ǎŜǊǾƛŎŜǎΩ ǎŜŎǘƻǊ ŀƴŘ ōȅ ǘƘŜ ǊŜŎƻǾŜry 
in industrial activity. Thus, this development stands in 
contrast with the slowdown in the first three quarters 
of 2017 and with the weakness of some aggregate 
demand components that has been observed until 
the third quarter of that year, especially in 
investment. In particular, in the first quarter of 2018 
exports maintained high dynamism and private 
consumption kept expanding, although at a lower 
rate as compared to the previous quarters, while 
investment rebounded relative to the weakness it 
had displayed since late 2015.  

Delving in the performance of external demand, in 
the period of January ς March 2018 manufacturing 
exports maintained a marked growing trend, both 
destined to the U.S. and the rest of the world, which 
was in line with the persistent strengthening of global 
economic activity (Chart 18a). By type of good, this 
performance was observed both in automotive and in 
non-automotive exports (Chart 18b and Chart 18c). In 
the reference quarter, oil exports increased, although 
they are still lower than the ones registered before 
the drop in oil prices in mid-2014. This progress was 
due to a higher average price of the Mexican crude oil 
blend for exports, while the platform of exported 
crude oil remained at a level similar to that of the 
previous quarter (Chart 18d).  

Chart 18 
Exports in Mexico 
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d) Oil Exports and Crude Oil Exports Platform 
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s. a. / Seasonally adjusted and trend series based on data in nominal dollars. 
The former is represented by a solid line, the latter by a dotted line.  
1/ 3-month moving average of daily barrels of the seasonally adjusted series. 
Source: Banco de México with data from PMI Comercio Internacional, S.A. de 
C.V; and SAT, SE, Banco de México, INEGI. Merchandise Trade Balance. SNIEG. 
Information of National Interest. 

As regards the evolution of domestic demand, the 
increase in private consumption in the reference 
period is mainly accounted for by the recovery in the 
consumption of services, which could have reflected 
the fading of the negative effects of the September 
2017 twin earthquakes, while the consumption of 
goods had a weak performance (Chart 19a).  

i. Regarding the consumption determinants, in the 
first quarter of 2018 the real wage bill increased, 
prompted by the increment in salaried employed 
population, and the fact that the real average 
income reduced at a lower rate, which stands in 
contrast with the reported decreases throughout 
2017 (Chart 20a). Consumer credit kept expanding 
at moderate rates, which were higher than in the 
previous quarter. Finally, incomes from 
remittances remained particularly high (Chart 
20b), while consumer confidence grew in April, 
although it still remains at relatively low levels 
(Chart 20c).  

ii. More timely consumption indicators, although of 
a smaller coverage, performed heterogeneously. 
In particular, light vehicles sales maintained a 
negative trajectory, while the revenues of retail 
businesses slightly recovered with respect to the 
evolution during most of 2017 (Chart 19b).  

Chart 19 
Consumption Indicators 

Index 2013=100, s. a. 
a) Total Private Consumption, Consumption of  

National Goods and Services  

92

100

108

116

124

2012 2013 2014 2015 2016 2017 2018

Total

Total goods 1/

National services

February
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s. a. / Seasonally adjusted and trend data. The former is represented by a solid 
line, the latter by a dotted line. 
1/ Prepared and seasonally adjusted by Banco de México. Includes national 
and imported goods. 
Source: a) aŜȄƛŎƻΩǎ bŀǘƛƻƴŀƭ !ŎŎƻǳƴǘǎ {ȅǎǘŜƳ (SCNM), INEGI. b) Prepared by 
Banco de México with data from the Mexican Automotive Industry Association 
(AMIA) and the Monthly Survey of Commercial Establishments (EMEC), INEGI. 



Banco de México 

Quarterly Report January - March 2018 17 

 

Chart 20 
Determinants of Consumption 

a) Total Real Wage Bill 
Index 2013=100, s. a.  
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b) Remittances  
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c) Consumer Confidence  
Index January 2003=100, s. a. 
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s. a. / Seasonally adjusted and trend series. The former is represented by a 
solid line, the latter by a dotted line.  
1/ Prices as of the second fortnight of December 2010. 
Source: a) Prepared by Banco de México with data from the National 
Employment Survey (ENOE), INEGI. b) Banco de México and INEGI. c) National 
Consumer Confidence Survey (ENCO), INEGI and Banco de México. 

In December 2017 and the first two months of 2018 
investment recovered, as compared to its weak 
performance since late 2015 (Chart 21a). This growth 
reflected the rebound of investment in construction, 
which was largely associated to the reconstruction 
efforts in the wake of the September earthquakes, 
more construction in some cities in the Northern 
region of Mexico, certain public infrastructure 
projects; as well as the recent recovery of investment 
in machinery and equipment (see Box 2).  

i. Within spending on construction, in December 
2017 and during January ς February 2018, the 
residential component displayed a favorable 
change of trend, which could have been prompted 
by the aforesaid reconstruction efforts and the 
recovery of this activity in the Northern region. In 
contrast, non-residential construction maintained 
a negative trajectory, mainly derived from lower 
construction of industrial premises and shopping 
malls (Chart 21b). By contracting sector, in the 
analyzed period, private investment in 
construction recovered, which reflected a better 
performance of the housing component, while the 
non-residential component appears to have 
stopped declining. Similarly, in early 2018 the 
improvement in spending on public investment in 
construction (that had been observed during the 
second half of 2017) persisted, after it showed a 
declining trend since late 2015, which was 
associated to a number of public infrastructure 
projects and the reconstruction of buildings and 
the infrastructure damaged in the September 
earthquakes, hospitals, schools, offices, hydraulic 
constructions, among others (Chart 21c). 

ii. Within the machinery and equipment component, 
in the period of January ς February 2018, the 
domestic component improved incipiently, while 
the imported component maintained the strong 
dynamism that had been observed since late 
2017. The performance of the latter reflected 
higher capital goods imports in the mining and 
power generation sectors, which could be related 
to the impact of the Energy Reform, as well as in 
the subsector of transport equipment and 
transport services, among others.  
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